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Abstract

This paper provides evidence on the corporate governance role of shareholderinitiated
proxy proposals. Previous studies debate over whether activists use proxy proposals
to discipline firms or to simply advance their self-serving agendas, and whether proxy
proposals are effective at all in addressing governance concerns. Using the largest sample
yet examined as well as extensive controls for governance quality, we find that activists
use the proxy process as a disciplinary mechanism, and as such are valuable monitoring
agents. Moreover, proposal announcements in the proxy statements have positive stock
price effects, and both the market and the voting shareholders respond as much to the
target firm’s governance quality as to the proposal’s objective and sponsoring shareholder.
We address the endogeneity of target selection and proposal success using sample
selection models. We conclude that shareholder proposals have nontrivial control benefits,
countering arguments that they should be restricted by the SEC.

Keywords: Shareholder activism, shareholder proposals, corporate governance, sample
selection.
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1. Introduction

Shareholder activism through the proxy processhie@h subject to intense academic debate in
recent years. Bebchuk (2005) is a strong advochtehareholder participation in corporate
governance, and argues that shareholder-initiat@dyproposals are a useful and relevant means
of countering managerial agency problems. Thisraeseis supported by Harris and Raviv’'s
(2008) recent theoretical model, which shows thatfirms where agency concerns are
exacerbated, it is optimal that shareholders seekr@ over corporate decisions. Other studies
are nonetheless very vocal in questioning the aciatrol benefits of shareholder proposals.
Prevost and Rao (2000) suggest that they are qiteneded by failed behind-the-scenes
negotiations with management, and may exert noiglise anyhow due to their nonbinding
nature. Legal scholars argue that the proposalssperthemselves are likely to pursue their self-
serving agendas or be simply too uninformed to meftective governance decisions, with
Bainbridge (2006) going as far as inferring thaigmsal submissions should be restricted by the
SEC.

The empirical literature, summarized by Black (19%&arpoff (2001), and Gillan and Starks
(2007), is indeed inconclusive about whether shaden proposals play a meaningful role in
corporate governance. Recent research shows thatethative publicity and other reputational
penalties indeed wield pressure on the target fibmsause proposals that win a majority vote are
likely to be implemented (Thomas and Cotter, 20&rtimur, Ferri, and Stubben, 2008).
However, it remains unclear whether the proponbateholders have the “correct” objective of
disciplining management, or otherwise use the pyogess effectively. On one hand, the target
firms tend to be poorly performing, but there is emidence that they have poor governance
structures such as heavily entrenched managerso{Aid Carroll, 2006) or ineffective boards
(Choi, 2001). On the other, there is no indicatibat proposal submissions have positive
valuation effects, with some papers reporting gatrinegative stock price reactions to the
takeover-related proposals that typically attréet mnost voting support (Bizjak and Marquette,
1998; Del Guercio and Hawkins, 1999).

This paper offers new evidence on the corporategance role of shareholder proposals by
simultaneously investigating (i) the selection afget firms, (ii) the stock price effects of
proposal announcements, and (iii) the subsequetihgvautcomes. Using 2,800 proposals
submitted between 1996 and 2005, a sample of 2&@@t and nontarget firms, as well as
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extensive controls for governance quality, we msdeeral contributions to the literature. First,
we show that shareholder proposals tend to beutbrédrgeted at firms that both underperform
and have generally poor governance structures. Mtk that regardless of their objective,
proposals are more likely to be submitted agaimmstsf that (i) use antitakeover provisions to
entrench management, (ii) have ineffective boaedts] (iii) have ill-incentivized CEOs. The
probability of proposal submissions also decreasdsverage, which Jensen (1986) views as a
remedy for free cash flow concerns. These resnilfyi that activists use the proxy process as a
disciplinary mechanism, and as such are valuabl@toring agents.

Second, we find that proposal announcements impittey statements are actually met with
significantly positive stock price reactions. Whilee voting outcomes improve persistently over
time, the abnormal stock returns are highest dwstogk market runups and heightened takeover
activity. Nonetheless, the two measures of propsgatess coincide in two key aspects. On one
hand, they are sensitive to the proposal’'s objeciind sponsoring shareholder, and are highest
for proposals that are takeover-related or spodsbyepublic pension funds. On the other, they
strongly depend on the target firm’'s governancdityyand especially its use of antitakeover
devices, despite the careful target selection pcd@hese findings show that shareholder
proposals are attributed nontrivial control bemeflty both the market and the voting
shareholders, especially as an alternative agensghamism when the market for corporate
control can no longer exert discipline.

And third, this is the first study in the literaguto analyze target selection and proposal
success using sample selection models. Previousiestyperform separate regressions to
determine why firms get targeted with proxy prog®sand what drives proposal success in
terms of the voting results and stock price efteétswever, activists should consider the
potential outcome before deciding whether or nosubmit proxy proposals, while the voting
shareholders and the market may respond to thef #o¢ submission beyond the objective of the
proposal itself. The sample selection frameworkficas that target selection and voting success
are endogenous, with independent analysis of ther |producing somewhat biased parameter
estimates.

The remainder of this paper is outlined as follo®sction 2 reviews the theoretical and
empirical literature on the corporate governande of shareholder proposals. Our sample is

described in Section 3 with a detailed discussibmeoent trends in shareholders’ use of the



proxy process. The results of the sample selectiodels are presented in Section 4. Section 5

finally allows for some concluding remarks.

2. Theliterature on shareholder-initiated proxy proposals

2.1 Theoretical background

Gillan and Starks (2007) place shareholder activasna continuum of responses that dissatisfied
investors can give to corporate governance conceihsone extreme of the continuum,
shareholders can simply vote with their feet byirsgltheir shares (Parrino, Sias, and Starks,
2003). At the other extreme is the market for campmcontrol, where investors initiate takeovers
and buyouts to bring about fundamental corporasagbs (Fama and Jensen, 1983). The role of
shareholder activism arises when shareholdersregntio hold their shares and seek to induce
changes within the firm without a change in contidiese investors may then press for corporate
reforms by negotiating with management behind teness, or — especially when management is
unresponsive — by submitting proxy proposals farsholder vote.

While shareholder proposals are generally consitrde relatively weak as a disciplinary
mechanism, it has been widely debated whether tlasg any control benefits at all. Bebchuk
(2005) advocates shareholder participation in a@tgogovernance, and attributes shareholder
proposals a meaningful role in mitigating the agempcoblems associated with managerial
decisions. This assertion is supported by HarrisRaviv’'s (2008) theoretical model. The model
shows that in firms where managerial agency comscara exacerbated, it is optimal that activist
shareholders seek control over corporate deciswhsther or not they are at an informational
disadvantage vis-a-vis management, or they arevateti by personal agendas rather than the
maximization of firm value.

Other studies conversely argue that proposal sugionis have little use as an agency control
device, and may actually have negative implicatistoen a corporate governance perspective.
Prevost and Rao (2000) point out that many ingtiall activists first try to negotiate with
management behind the scenes, and only submit ppoxyosals as a last resort. In their
interpretation, the market may respond negativelgroposal submissions, to the extent that they
signal management’s reluctance to negotiate evém significant shareholders who can build
strong voting coalitions. The authors add that efalder proposals may well be ineffective

anyhow in disciplining management, because theyandinding under the SEC’s Rule 14a-8.
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The main argument offered against shareholder gadppowhich Harris and Raviv (2008)
seek to address, is that the proposal sponsorsséiees may be beset with conflict of interest
motivations, or be simply too uninformed to makéeetive decisions on corporate governance.
Public pension funds are often praised for thewrogdcy of shareholder interests, but Woidtke
(2002) argues that political and social influeneceay divert their focus from disciplining
management and maximizing firm value. More expke# Prevost, Rao, and Williams (2009) in
pointing out that union pension funds may use ttexy process to achieve their self-serving
agendas, pointing to their role in the collectivardaining process and their other political
interests. In the legal literature, Lipton (200Bginbridge (2006) and Stout (2007) use similar
lines of reasoning to challenge Bebchuk's (2005yoadcy of shareholder participation.
Bainbridge (2006) goes as far as claiming thatedi@ders’ use of the proxy process can outright
damage the firm by disrupting the decision-makiatharity of the board of directors, and infers

that the SEC should consider raising the hurdlepraposal submissions.

2.2 Empirical evidence

Whether shareholder proposals have meaningful @obinefits is indeed unclear from the
empirical literature, summarized by the survey8laick (1998), Karpoff (2001), and Gillan and
Starks (2007). Recent studies confirm that thegxkert pressure on the target firms despite their
nonbinding nature, because as much as 40% of twogals that win a majority vote end up
being implemented (Bizjak and Marquette, 1998; Maahd Thomas, 1999; Thomas and Cotter,
2007; Ertimur, Ferri, and Stubben, 2008). Targhtt ignore the shareholder vote have been
shown to draw negative press, receive downgradegolbgrnance rating firms, or end up on
CalPERS's “focus list” of poor financial and govante performers. Ertimur, Ferri, and Stubben
(2008) also show that their directors become ld®dyl to be reelected and more likely to lose
other directorships, in many cases due to disgadisdctivists targeting director elections with
“just vote no” campaigns (Del Guercio, Seery, anoidtke, 2008).

Despite these key results, the literature remamoriclusive on whether the activists
sponsoring proxy proposals actually have the “afrencentive of disciplining management.
Previous studies report that proposal sponsorsnare likely to target large, poorly performing
firms (Karpoff, Malatesta, and Walkling, 1996; Martand Thomas, 1999). Smith (1996) finds
that they also consider the voting shareholdersthéo extent that targets tend to have high
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institutional and low insider ownership. There  evidence however that agency concerns in
the target firms are otherwise exacerbated by gowernance structures. Choi (2001) and Akyol

and Carroll (2006) examine whether the selectiortanfjet firms is affected by governance

considerations, and respectively find that thedtsrdpave neither inefficient boards nor managers
heavily entrenched by antitakeover provisions.

The literature also offers mixed results on whetther target firm’s governance quality is
observed by the voting shareholders. Ertimur, Feand Stubben (2008) recently find that
proposals are more likely to win majority suppdrtthe target management is entrenched.
However, Gordon and Pound (1993) and Bizjak andgMette (1998) detect no evidence that
voting success is affected by the target's usentitaikeover devices or board effectiveness.
Gillan and Starks (2007) argue that the voting ltesare mostly driven by the proposal’s
objective and the sponsoring shareholder, and Ihésterically been strongest for proposals
targeting antitakeover devices and sponsored ytutisnal investors. Cremers and Romano
(2007) show that the identity of the voting shatdbrs is also relevant. On one hand, voting
support increases in institutional ownership butrdases in ownership by managers, directors,
and Employee Stock Ownership Plans (ESOP). Onttier,cownership by insurance companies
and banks’ trust departments increases voting stigpoa lesser extent than that by other
institutional investors. These institutions areafdy absent from the activist arena as well, and
Brickley, Lease and Smith (1988) and Pound (1988ard them as being pressure-sensitive due
to their existing or potential business relatiopshwith the firms they invest inPension funds,
investment funds, and independent investment advis@ deemed to be pressure-insensitive in
comparison, because they are less likely to haetk swsiness ties and thus should be more
willing to challenge management over governanceeors.

Previous studies argue that the stock price effeftshareholder proposals should be

examined around the dates the proxy statementsnailed, because the market should have

! That such conflicts of interest may affect thershalder vote on proxy proposals has long beenegbhy activist
investors, and eventually prompted the SEC’s mutwad proxy vote disclosure rule in June 2003. Whethe rule
has reduced conflicted voting remains debated. €erand Romano (2007) suggest that the extent rifficted
voting may actually have been exaggerated in tiselace.

2 Accordingly, greater ownership by pressure-indaresinvestors has been associated with greatehasi®on pay
for performance (Almazan, Hartzell, and Starks,®00®etter acquisition decisions (Chen, Harfordj &n 2007),

and better overall financial performance (Corndtrcus, Saunders, and Tehranian, 2007).



reasonable expectations on whether a proposal passkter becomes implemented (Bhagat,
1983; Bhagat and Brickley, 1984), and there is mtis no systematic market response to proxy
releases that do not contain shareholder propdBaiskley, 1986). Nonetheless, Gillan and
Starks (2000) note that the stock price reactiamsptoposal announcements may not be
significant because they are difficult to ascertdhtirst, the proxies often contain multiple
proposals submitted by both shareholders and marege as well as disclose other important
information. Second, information leakages may océur example when institutional proposal
sponsors announce their projected targets fomtipemding proxy season.

Previous event studies indeed do little in the wéyshowing that the market recognizes
shareholder proposals as a relevant control mestmariiost papers find insignificant market
reactions to proposal announcements (Karpoff, Matat and Walkling, 1996; Smith, 1996;
Wahal, 1996; Thomas and Cotter, 2007), while othep®rt outright negative abnormal stock
returns for proposals targeting poison pills (Bizjand Marquette, 1998; Del Guercio and
Hawkins, 1999; Prevost and Rao, 2000). Moreovdfasand Starks (2000) find some evidence
for Prevost and Rao’s (2000) signaling hypotheBi®e authors compare submissions made by
institutional activists and by individual investovgho are less likely to first negotiate with
management, and find that the abnormal returnisaridrmer case are lower and mostly negative.

Other results nonetheless suggest that the mattkistuges at least some control benefits to
the shareholder proposals that are the most lilcefpyass. The literature reports no evidence that
the market responds better to submissions madesigaims with poor governance structures.
However, Gillan and Starks (2000) find that like thoting outcomes, the abnormal returns are
higher for poorly performing targets with high imstional ownership. Borokhovich, Brunarski,
Harman, and Parrino (2006) further analyze thietatesult for takeover-related proposals, and
find that the returns are only related positivedyotvnership by pressure-insensitive institutions.
Finally, Prevost, Rao, and Williams (2009) examimgon-sponsored proxy proposals, and find

positive market reactions to those submitted agéimmss with one or more unions present.

3. Sample description

The shareholder proposals examined in this papemthrrelated to corporate governance and

were submitted in the period between 1996 and 2@Qb. data set contains 2,792 proposals



submitted at 646 firms with single class commorclstoOf these, 2,651 were taken from the
RiskMetrics’ (formerly IRRC) database of proxy vaj which tracks over 1,900 firms including
the Standard & Poor's 1500. The remaining proposase obtained from the proxy firm

Georgeson Shareholder Communications, or handetetlefrom the proxy statements of the
firms tracked by RiskMetrics.

We used the proxy statements, available throughSth€’'s EDGAR database, to collect
missing data and correct any errors in the Riskigketilata set. For about half of the proposals
RiskMetrics did not report the detailed three-waying outcomes, and there were a number of
inconsistencies in the treatment of broker nonvolessome cases, the proposal type and the
identity of the proposal sponsor were missing assified incorrectly. As the proxy mailing dates

were not included in the RiskMetrics database,glvesre also collected from EDGAR.

3.1 Proposal sponsors

Table 1 stratifies the sample proposals by the géaubmission and the identity of the proposal
sponsor. The sponsors are classified into six niytexclusive categories: (i) union pension
funds, (ii) public pension funds, (iii) investmehinds, (iv) coordinated investor groups, (V)

socially responsible and religious investors, angifdividual investors.
(Insert Table 1 about here)

Table 1 shows that institutional activism througk proxy process has come to be heavily
dominated by union pension funds. Gillan and Std#800) report 119 union-sponsored
proposals for the entire period between 1987 arédl 1B contrast, there were 926 submissions
made during our sample period, and as many as &%8bn 2003 and 2005. That union pension
funds are also very innovative in using the proxgcpss, as well as the media, in targeting
management is discussed by Schwab and Thomas (488%revost, Rao, and Williams (2009).

Public pension funds and investment funds submitf8d and 62 proposals, respectively,
between 1996 and 2005. Public pension funds wesentbst prolific institutional proposal

sponsors until the early 1990s, when they begamsing on behind-the-scenes negotiations with

% Dual class firms were omitted because their gamea structures are difficult to compare with tho$esingle
class firms due to extensive voting and ownersifigerénces. We omitted a total of 269 proposalsnsitted at 65

dual class firms, representing about 9% of théainsample.



management and targeting firms through the medalé@n, Nelson, and Weisbach, 1998;
English, Smythe, and McNeil, 2004; Wu, 2004; Ne|s@d06f. Hedge funds and other
investment funds have historically been better kmoavrely on controversial activist strategies,
whereby they take large positions in underperfogrfirms and target management directly as
per the agendas presented in their purpose staterfi@gnav, Jiang, Partnoy, and Thomas, 2008;
Bradley, Brav, Goldstein, and Jiang, 2009; Greerovaod Schor, 2009; Klein and Zur, 2009)
Coordinated investor groups such as the now-deflmastor Rights Association of America
(IRAA) sponsored 197 propos8lsvhile socially responsible and religious investarade 121
submissions targeting corporate governance issues.

The remaining 1350 proxy proposals were submitieth@ividual investors, who dominated
the proxy process almost entirely until the emecgeof institutional activists in the mid-1980s.
The most prominent proposal sponsors, often refeweas “gadfly” investors, have been active
for many years, and include Evelyn Y. Davis andG@hevedden, Rossi and Gilbert families, who

submitted a total of 681 proposals over the sampet®d.

3.2 Issues addressed

Table 2 groups the sample proposals by the yeaubmission and the issue addressed. The
issues are categorized by whether the proposakcos¢i) antitakeover devices, (ii) the board of
directors, (ii) voting rules, (iv) executive comsation, (v) the sale of the target firm (vi) audit

services, (vii) routine issues related to the ahmeseting, or (viii) other miscellaneous issues.
(Insert Table 2 about here)

The table shows that, as has been the case hidlgriantitakeover devices were the most

frequent targets of the sample proposals. A tdtaiBa proposals were takeover-related, directed

* Public pension funds began having more direcbdizé with management after the SEC passed newalleging
shareholders to directly communicate with each rothe1992. This reduced the cost of creating shaldkn
coalitions and made the sponsoring of proxy projsasamparatively more expensive.

® Becht, Franks, Mayer, and Rossi (2009) are the fo provide non-US evidence on hedge fund adtiyisy
examining the activities of the Hermes Focus Fumithé UK.

® The Investor Rights Association of America (IRAARSs a spin-off of the United Shareholders Assamia(USA),
active until the early 1990s. The IRAA disbandedl#98, but its founding members continued to makgpgsal

submissions (Strickland, Wiles, and Zenner, 1996).



primarily at the removal of classified boards (44p9ison pills (312), and golden parachutes
(129). Activists targeted poison pills particulamtensely after 2000, coinciding with the stock

market downturn and the exacerbation of corporategance concerns as a result of the Enron
and subsequent accounting scandals. The incidénegbmissions on board and voting-related

issues remained relatively stable over the sameteg with a total of 495 and 354 proposals,

respectively. Nonetheless, the number of proposalling for the independence of the board

chairman and the election of board members by ntyajoote rose considerably in the 2000s.

Between 1996 and 2005, shareholders sponsoredr6p8gals on managerial compensation,
more than double the 247 reported for 1987-1994yan and Starks (2000). Two thirds of
these proposals were submitted after 2002, refigceéxacerbated concerns over the size,
performance sensitivity, and expensing of pay pgekaThe crisis of confidence triggered by the
Enron scandal also prompted a surge in the nunfbgnoposals targeted at audit issues, with 64
of the 70 audit-related proposals submitted af@€12 Submissions seeking the sale of the target
firm soared during the stock market runup of the [E990s, but fell significantly thereafter.

Though not reported in Table 2, the surge in thelmer of takeover- and compensation-
related proposal submissions was largely driverutipn pension funds. Antitakeover devices
and board-related issues were targeted by mostutistal proposal sponsors. However, unions
also engaged firms over managerial compensatiotl) wfrong emphasis on stock option
expensing and the granting of performance-basadrepand restricted shares. Hedge funds and
coordinated investors submitted most proposaligdibr the sale of the target firm.

The proposals sponsored by individuals were byhfammost diverse in terms of their policy
objectives. Many activists tended to concentratea dew select issues. For example, Evelyn Y.
Davis sponsored 42 of the 45 proposals on compensdisclosure, 39 of the 47 proposals on
director tenure, and 28 of the 35 routine proposalthe date and location of the annual meeting.
Davis and the Gilbert brothers sponsored 161 ofPffesubmissions on cumulative voting, while

151 of the 312 poison pill proposals were submiktgdhe Chevedden and Rossi families.

3.3 Voting outcomes

Table 3 summarizes the voting outcomes on the sapipposals by the issue addressed, the year

of submission, and the identity of the proposalnspo. The three-way voting results are
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available for 2726 of the 2792 proposals; the ramgi submissions also went to shareholder

vote, but the results were not reported in detaithe target firm&
(Insert Table 3 about here)

Panel A of Table 3 shows that the voting suppottaeted by shareholder proposals
increased significantly during the sample peridae Ppercentage of votes cast in favor was 32.9%
on average, rising from 28.7% in 1996 to 37.1% 002 An improvement in the voting
outcomes was apparent after 2001, coinciding viéhcorporate scandals of the early 2000s, and
the introduction of the SEC’s mutual fund proxyevalisclosure rule in June 2003. Nonetheless,
Gillan and Starks (2007) point out that the votsugcess of shareholder proposals has grown
persistently since the mid-1980s, largely due &dhgoing rise of institutional equity ownership.

The panel shows that the proposals targeting &abiger devices achieved by far the most
voting support at an average 53.4% of the votes bagact, nearly two thirds of these proposals
passed the shareholder vote, and as many as 84%e@cenajority support in 2005. The voting
results were uniformly strong for each provisiorg&ed. The exception were the mostly union-
sponsored submissions calling for the target firmeimcorporation, typically in Delaware, with
16.9% of the votes cast in favor on average.

The proposals targeting voting rules and managedaipensation won an average 32.3%
and 21.5% of the votes, respectively. Of the veotiglgted proposals, those seeking confidential
voting received 45.5% of the votes and passed third of the cases. The most successful
compensation-related proposals called for gredtarefiolder control over the approval of pay
packages, or concerned the pay-performance setysdivd accounting treatment of stock-based
compensation. Standing out among these were thdymwson-sponsored proposals calling for
the expensing of stock options, with won 49.0%hef Yotes and passed in half of the cases. The
board-related proposals received 19.3% of the vateaverage, and were most successful when
seeking greater board independence. The proposatset] at audit and routine issues, as well as

those seeking the sale of the target firm won miog®sng support.

" Proposals are sometimes withdrawn because thesspbas negotiated a satisfactory resolution, erSEC has
allowed the firm to exclude it from its ballot dtee the improper subject matter or technical reas®iskMetrics

does not include withdrawn proposals in its databas
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Panel B of Table 3 shows how the identity of thepmsal sponsor affected the voting
outcomes. The takeover-related proposals performvetl irrespective of the sponsoring
shareholder. Otherwise, public pension funds amdstment funds were the most successful in
building voting support, with an average 43.0% &id0% of the votes, respectively. Union
pension funds won an average 34.8% of the voteshwdeems to reflect shareholder concerns
over their political or social agendas. The peragatvotes achieved by coordinated investor
groups and socially responsible and religious itavsswere 28.6% and 23.7%, respectively.
Finally, individual activists attracted an aver&#1% of votes cast, considerably more than the
18.7% reported for 1987-1994 by Gillan and Sta@®00). Indeed, several “gadfly” investors
popular in the business media have recently donewell in gathering voting support, with the

Chevedden and Rossi families achieving particulstrigng outcomes.

3.4 Stock price effects

To measure the valuation effects of the sample guals, we calculate cumulative abnormal
returns (CARs) around the dates the proxy statesmemte mailed. The CARs are calculated
using the market model methodology. The model patara are estimated over the 200-day
period ending 21 days before the proxy mailing slatising the CRSP equal-weighted index. Of
the 1756 initial proxy mailing dates, these paramgetare available for 1739 events. The
significance of the CARs is tested using Boehmarsiwneci, and Poulsen’s (1991) standardized
cross-sectional Z-test and Cowan’s (1992) nonparargeneralized sign test.

Table 4 reports the CARs across a number of everdows. Remarkably, we find that the
proposals were met with significantly positive merkeactions upon their disclosure in the proxy
statements. The CARs are significant in each ewamiow, with the mean and median [-1,+1]
CAR at 0.25% and 0.02%, respectively. These reapdtdully robust to alternative specifications
of the market model, implying that the market daggbute control benefits to proxy propodals

8 The CARs are fully robust to the use of postewstimation periods in the market model. We estith#te model
parameters over the 200-day period beginning 214@ndays after the proxy mailing date. In each ¢thsd-1,+1]
CARs had a mean of 0.27% and median of 0.07%, landttest and the generalized sign test were gignif at the
1% and 5% level, respectively. The results arelaigirobust to the use of the CRSP value-weiglnegx and the
Standard and Poor’s 500 Index, with the mean [J1CGAR at 0.26% and 0.23%, respectively. In linehaBrickley

(1986), we find no systematic stock price reactitmnthe proxy releases of nontarget firms.
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That the CARs are modest in size is not surpristhgone hand, Gillan and Starks (2000) argue
that proxy proposals induce smaller and more sigeifprovements in corporate governance
than do alternative control mechanism such as takeoOn the other, Section 2.2 discussed that
we can only measure the stock price reactionsdgtbxies rather than the individual proposals,

which should clearly lead to a downward bias ingize and significance of the results.
(Insert Table 4 about here)

Table 5 partitions the mean [-1,+1] CARs by therydasubmission, the issue addressed, and
the identity of the proposal sponsor. Panel A shtivas corresponding to the voting outcomes,
the proxies containing takeover-related proposatkldy far the strongest stock price effects, at a
mean and median of 0.44% and 0.13%, respectivayweder, the CARs did not improve over
time, but were most significant during the stockrkearunups and heightened takeover activity
of 2000 and 2005. This implies that the control digs of proxy proposals are most valuable
when they help expose the target to an active ndodkecorporate control. Shareholders may
simply anticipate a higher premium paid in the ewedra takeover bid (Cremers, Nair, and John,
2009). However, the greater takeover threat shalfd induce greater improvements in

corporate governance, to the extent that it exatestpressure on the incumbent management.
(Insert Table 5 about here)

Panel B of Table 5 shows that of the sponsoringestudders, public pension funds achieved
by far the strongest stock price effects with tipeoposal submissions. The CARs for the proxies
containing their proposals were significant bottistically and economically, with a mean and
median at 1.08% and 0.53%, respectively. The usmomsored proposals also induced small
price gains of an average 0.16%. The stock prifexsf were insignificant for the other sponsor
types, but the mean CAR was highest for hedge famds other investment funds, at 0.53%.
These findings are broadly in line with the superioting outcomes achieved by institutional
proposal sponsors. At the same time, they arelgleaonsistent with Prevost and Rao’s (2000)
hypothesis that the market responds less positieelgstitutional proposal submissions that are

likely to signal failed behind-the-scenes negatiagi with management.
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4. Multivariate analysis of target selection and proposal success

To shed further light on the control benefits oatgholder-initiated proxy proposals, we now
perform a multivariate analysis of (i) how the pospl sponsors select their targets, and (ii) what
drives proposal success in terms of the votinglt®sund stock price effects. To identify the firm
characteristics that drive target selection angp@sal success, we use a comprehensive set of
accounting, market performance, ownership, and mpavee data collected from Compustat,
CRSP, Thomson Financial CDA/Spectrum, RiskMetracg] ExecuComp. The analysis of target
selection includes the entire universe of firmskeal by these databases between 1996 and 2005.
This encompasses coverage of 1,961 NYSE, AMEX, ASDAQ-listed firms across 10,590
firm-years, of which 550 were targeted by proxygwsals across 1,494 firm-years.

4.1 Descriptive statistics on target versus nowtiafigns

Table 6 compares the descriptive statistics onarget versus nontarget firms, with the variable
descriptions provided in Appendix A. The differennaneans t-tests assume unequal variances
between the groups when the tests of equal vasaace rejected at the 10% level. The

significance of the differences in the mediansasdal on Wilcoxon ranksum tests.
(Insert Table 6 about here)

Panel A of Table 6 shows how the targets and ngetsuicompared in terms of their financial
characteristics, market performance, and institaioownership. Fama and French’s (2001)
agency proxies show mixed evidence that governaoneerns in the targets were exacerbated.
The targets tended to be larger than the nontargéts assets of $46.5 billion versus $7.3
billion, respectively. However, there is no eviderbat they had lower debt-to-equity or market-
to-book ratios, which Fama and French (2001) regedbeing inversely related to agency
problems. The performance data confirm that thgetarperformed poorly in the year up to two
months before the proxy mailing dates. Their stadddévered an average raw return of 14.5%,

and underperformed the CRSP equal-weighted indek7i8%6. The raw return on the nontarget
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stocks was 20.6%, and these underperformed the GRER by only 11.2% Turnover was
lower in the target stocks, which is surprisinghie extent that shareholders are more likely to
vote with their feet against these firms. Finathg descriptive statistics provide no evidence that
the targets had higher institutional ownership,hwihe mean equity share of institutional
investors at 62.8% and 63.9%, respectively. Funtoee, the data show that pressure-insensitive
investors were underrepresented, while pressurgts@ninvestors were overrepresented in the
targets, despite the latter being less likely fopsuit shareholder-initiated proxy proposals.

Panel B of Table 6 compares the governance stegwirthe target and nontarget firms in
terms of their use of antitakeover devices, bodfectveness, and CEO pay and ownership.
Gompers, Ishii, and Metrick’'s (2003) Governance ekd which tracks 24 antitakeover
provisions, confirms that the targets were bettézlded from takeover threat than the nontargets,
with an average 9.9 and 9.4 provisions in placgpeetively. The statistics show no discernible
difference based on Bebchuk, Cohen, and FerrdD99) alternative Entrenchment Index. The
targets and nontargets both employed an averagef 2v8at the authors regard as the six most
important antitakeover devices: classified boapadsson pills, golden parachutes, limits to bylaw
and charter amendments, and supermajority prowisimmmerger¥.

We measure board effectiveness by (i) size, (@)dloportion of executive directors, (iii) the
average age of nonexecutive directors, and (iv)rittiependence of the board chairman. The data
show mixed evidence on how the targets and nortaogenpared in terms of board quality. The
targets had 11.3 directors on average, considerabig than the 9.6 directors nontargets had and
the optimal board size of six to eight directorsngen, 1993; Yermack, 1996). Furthermore, only
12% of the targets separated the posts of CEO aarlzhairman, compared with 21% of the
nontargets. However, the target boards were maiependent, with executives constituting
16.3% of the board in the targets and 20.4% imth@argets. The nonexecutive directors of the
targets were also older thus more experienced, awittean age of 59.9 years versus 59.1 years.

Panel B of Table 6 finally considers two aspect€&O wealth and compensation: (i) the

CEO'’s equity ownership and pay-performance serisitiwhich are viewed as a remedy for

° While the literature customarily uses the CRSPakgeighted index to price stock returns, this ifighly
diversified index which encompasses even the sstaleY SE-, AMEX- and NASDAQ-traded stocks. This size
effect explains why the large firms tracked by ¥heéous databases consistently underperform thexind

2 The authors find that these six provisions aréabyhe most correlated with firm value and stoeturns.
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agency concerns (Jensen and Murphy, 1990), anthéijactual level of compensation, which
may reflect agency problems of managerial rentisgekBebchuk and Fried, 2003). The
descriptives show that the CEOs had lower equékest in the targets than in the nontargets, at
1.2% versus 2.5%. However, CEO pay was more higteped in the targets, with options and
restricted shares comprising an average 45% andaf2%tal pay, respectively. As the targets
were large, prominent firms, it is unsurprisingttttzey granted more cash compensation at an
$8.7 million versus $4.1 million. However, they @npaid their CEOs relative to their size and
industry peers, as indicated by Cremer and RomgBA087) measure of abnormal compensation.
The dollar sensitivity of the target CEOs’ totakiop holdings was also lower, with the value of

the options increasing by $6.56 versus $10.73verye$1,000 increase in firm value.

4.2 Methodology

We perform the multivariate analysis of target sebm and proposal success using Heckman’s
(1979) sample selection model, often referred toaatype-2 tobit model. Previous studies
perform separate regressions to determine why fgetsargeted with proxy proposals, and what
drives proposal success in terms of the votingltesamd stock price effects. However, it is clear
that the two are likely to be endogenous. On onedhan activist is likely to consider the
potential outcome before deciding whether or natubmit a proposal, given the nontrivial costs
involved. On the other, the market and the votihgreholders may respond to the act of the
submission beyond the objective of the proposalfjtso the extent that this reveals a negative
signal of exacerbated governance concerns, orctrafaositive signal of close monitoring by the
activist.

The sample selection model is specified as follows:
1) Y = XyBo+ &y

1 if y;, >0
ylit = . * ’
0 if y;, <0

(2) y;it = szmgz + gz‘t '

Y f Yie >0
y2|t - . * 1
0 if vy, <0
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where {&,,,€,,} are drawn from a normal distribution with mean @riancesg?ando?, and
correlationo,, (Amemiya, 1984). The variablg, is a dummy variable showing whether fiiinis
targeted in yeat, while the variablg,, is the outcome of interest i.e. (i) the voting aume

observed at the proposal level, or (ii) the CAResbed at the firm level around the proxy

mailing date. It is assumed that only the signyffis observed, and thaf,, is observed only

when y; >0. TheXvariables correspond to the explanatory variabkg. and X,, are not

2it
disjoint but do differ. X, is observed for all, and includes firm-level variables as well as year
and industry dummiesX,, additionally includes proposal-related variable$ observed when
no proposal is submitted iy, < 0. SB,and g, are vectors of the model coefficients.

In a standard setting, the error terms are assumdok i.i.d. drawings. We relax this
assumption acrossas well as allow the clustering of observationsesponding to a given firm
i, i.e. we assume the error terms to be i.i.d. acfasns but not necessarily for different
observations within the same firm. This procedurbamces the robustness of our findings and
allows us to take the panel data structure of amre explicitly into account.

Throughout the paper we call Equation (1) the selecequation and Equation (2) the
outcome equation. As has been discussed, estintagngutcome equation independently would

not be a valid alternative, because the OLS estimeft S,is biased when the selection of the
outcome sample is endogenous ip,#0. The sample selection model addresses the

endogeneity of selection, and thus renders reliphtameter estimates for the outcome equation.

4.3 Target selection

The sample selection models analyzing the votinggames and the stock price effects are
depicted in Tables 7 and 8, respectively. The #elecequations, shown in Panel A, are
configured identically in the two tables. Howevéne voting outcomes are observed at the
proposal rather than the firm level, thus the selacequations of Table 7 overweight the targets

with multiple proposals in a given yéarAs the CARs are observed at the firm level, the

M Firm-level specifications would yield unbiaseduls for the selection equations but lead to cassidle loss of

information on the individual proposals. For rolmests, we performed the analysis at the firm leyeéXcluding
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corresponding selection equations are unbiasedefdre, the remainder of this section discusses

the selection equations shown in Panel A of Table 8
(Insert Tables 7 and 8 about here)

The selection equations incorporate the firm charatics discussed in Section 4.1 and
described in Appendix A. Fama and French’'s (200@¢nay argument dictates that the
probability of a proposal submission is relateditpedy to firm size, and negatively to the debt-
to-equity and market-to-book ratios. However, matkebook also serves as a proxy for
informational asymmetries, thus the sign on thisalde may be positive to the extent that
activists use proxy proposals as a signaling devireposal probability should be related
negatively to prior stock performance and positivied prior stock turnover. We control for
ownership by both pressure-sensitive and pressgemnsitive institutional investors, but
conjecture that proposal probability only increasethe latter.

We use Bebchuk, Cohen, and Ferrell’'s (2009) Enlmerant Index to account for the use of
antitakeover devices, and expect the sign on ttlexino be positive in the regressions. Board
quality is proxied by (i) size, (ii) the squaresite, (iii) the proportion of executive directofis)
the age of nonexecutive directors, and (v) a durequal to one if the chairman is independent
and zero otherwise. We expect the sign on size todgative and on squared size to be positive,
to the extent that boards should be neither todlsmatoo large. The sign should be positive on
the proportion of executive directors, and negatimedirector age and chairman independence.
The variables pertaining to CEO wealth and compensare (i) ownership, (ii) stock-based to
total pay; (iii) abnormal cash compensation relatiw size and industry peers, and (iv) the dollar
sensitivity of the CEO’s total option holdings toni value. The signs should be negative on
variables (i) and (ii) due to the incentive effeofswealth-performance sensitivity, and positive
on (iii) and (iv) to the extent that high CEO paflects managerial rent-seeking.

Panel A of Table 8 shows that the selection eqoat@escribed above are very effective in
explaining why firms get targeted with proxy proglss We find that targets tend to be large,
poorly performing firms with low leverage. Activsstlso observe the voting shareholders before

deciding whether or not to sponsor proposals. Id&li®, proposal probability (i) increases by

firms targeted by multiple proposals in a givenry@s well as by using the average voting outcorfiks.results of

the outcome equations were similar to those predantSection 4.3, but the information loss wasigicant.
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1% for every 1% stock held by pressure-insensitgtitutions, but (ii) decreases by 1.8% for
every 1% stock held by pressure-sensitive instihgi This latter result shows that activists
perceive conflicted voting by pressure-sensitiwegtors to be a considerable threat.

The main contribution of the analysis is that relfggss of their objective, proposals are more
likely to be submitted against firms that (i) usgitmkeover provisions to entrench management,
(i) have ineffective boards, and (iii) have illeentivized CEOs. The Entrenchment Index is
significant at the 1% level, with proposal probabilncreasing by 24.8% in Model 5 for every
antitakeover device the firm has in place. Thisultess fully robust to Gompers, Ishii, and
Metrick’s (2003) broader Governance Index. In temfisooard quality, we find the expected
nonlinear relation between target selection anddae&e, and that firms with older thus more
experienced nonexecutive directors are less likelybe targeted. Finally, we confirm the
relevance of CEO wealth and compensation. Consistéh their incentive effects, proposal
probability decreases in both CEO ownership andptbeortion of stock-based to total pay. We
find no statistical evidence that proposal probgbihcreases in the level of abnormal cash
compensation. However, it increases in the dokassivity of the CEO'’s total option holdings,

which implies that activists associate excessiw@amgrants with managerial rentseeking.

4.4 Voting outcomes

The outcome equations analyzing voting successdapected in Panel B of Table 7 and
summarized in Appendix B. The models incorporate firm-level variables included in the
selection equations. We expect that these variaftest proposal probability and voting success
in a similar way, with the exception of firm siZé&/hile proposals tend to be directed at large
firms, the dispersed ownership structures of vargd targets should make voting coalitions
difficult to build. Thus, we expect that voting sess and the log of assets are negatively related.
In addition to the firm-level variables, the oute®mquations include 14 variables capturing
the proposal characteristicimes submitted is the number of times a proposal has been
submitted in consecutive years. Gillan and Sta2k®Q) find, and our univariate results confirm,

that resubmissions of unimplemented proposals terighprove the voting outcom&s Number

2 In our sample, first-time submissions received43.of the votes on average, while fifth-time sutsitas
received 48.6%. Gillan and Starks (2000) argue sbate of this improvement is likely to be due ttesion bias.

On one hand, activists may only resubmit the pralsothey expect to achieve better outcomes. Orother, the
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of proposals in proxy indicates the number of proposals announced irsdn@ge proxy statement.
While it is not immediate how this should affecttimg success, we conjecture that the more
proposals submitted, the greater the support floenvioting shareholders due to the stronger
signal conveyed over governance concerns. Finakyuse twelve dummy variables to control
for the proposal objective and the sponsoring $tdder. All proposals are uniquely allocated to
an issue and a sponsor type, such that the intereegesents proposals addressing miscellaneous
issues and sponsored by individual investors. Weeeixthat proposals that are takeover-related
or sponsored by institutional investors attractriast voting support.

The model statistics in Table 7 confirm that targelection and voting success are

endogenous, witho sensitive to the model specification but significan all but one case.

Results not reported here also show that indeperadeatysis of the voting outcomes produces
somewhat different parameter estimates and hasr lew@anatory power overall. This shows
that sample selection models are the appropriatddothe analysis of the voting results.

The outcome equations in Panel B of Table 7 confinat the voting success of proxy
proposals is largely driven by the proposal charstics. In Model 5, the intercept shows that
miscellaneous proposals sponsored by individuaksive 28.4% of the votes cast. In comparison,
proposals directed at antitakeover devices win%%@ore voting support, while those targeting
voting issues achieve 20.0%, and board, compemsatid audit-related proposals receive 8.0%,
6.6% and 4.6% more votes, respectively. Of thetuiginal proposal sponsors, investment funds
and public pension funds collect 10.2% and 6.3%envates than do individual activists, while
union pension funds achieve 2.6% additional suppbie find that each resubmission of the
same proposal improves the voting outcome by 08%,that each additional proposal included
in the proxy statement contributes 0.4% more votes.

Despite the careful target selection process weideated earlier, the firm-level variables
add significant explanatory power to the outcomegagigns as well. As predicted, voting success

is related negatively to firm size. Interestinglyhile target selection is largely driven by market

SEC states that if a proposal has received lessahapecified percentage of the votes, the tamgatdan refuse to
take proposals of the same subject matter for tyeaes. To avoid exclusion, a proposal must haweived at least
3% of the votes on its first submission, 6% on skeeond, and 10% on the third. In 1997, the SEC queq to
increase these hurdles to 6%, 15%, and 30%, regplgctamid claims that firms were becoming inurethivith

shareholder proposals. However, these changesyleave be implemented.
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performance, the subsequent voting results aréetek® the prior stock turnover. The models
show that voting success also depends on the fgeritihe voting shareholders. In Model 5, a
1% ownership by pressure-insensitive investors avgs the voting outcome by 0.1%. The
impact of ownership by pressure-sensitive investonssignificantly negative.

Finally, the results confirm that the voting shaielers also observe the target firm’'s
governance quality. Irrespective of the objectiVéh@ proposal, voting success increases in the
Entrenchment Index by 0.9% for each antitakeovevipion the target has in place. As before,
this result is fully robust to the broader Goveraindex. The voting outcomes also show the

expected nonlinear relation with board size.

4.5 Stock price effects

The outcome equations investigating the stock paféects are shown in Panel B of Table 8 and
summarized in Appendix B. As before, we control floe firm characteristics included in the
selection equations, and conjecture that thesablas affect target selection and the CARs in the
same way. The proposal characteristics are agakiqu by a set of 14 variables. The dummies
pertaining to the proposal objectives and the spomg shareholders are now equal to one if the
proxy statement includes a corresponding propasélzaro otherwise. We expect that proposals
that are takeover-related or sponsored by institali investors generate stronger stock price
effects. The CARs should be related positivelyhNumber of proposals in proxy variable, to
the extent that multiple submissions exert grediscipline as well as achieve better voting
results. The proposal-lev@imes submitted variable is replaced by the firm-lev@argeted in
previous year dummy. We conjecture that this variable is relatedatively to the CARs, because
while consecutive submissions draw more voting suppheir marginal information content is
lower, and they may be viewed as a follow-up attemlisciplinary action that is likely to fail.

The Table 8 statistics show that the models hawagtexplanatory power, even though we
can only measure the market response to the prtadgnsents rather than the individual
proposals. The results show limited evidence thatstock price effects are endogenous to target
selection, withp significant in just two of the five models. Nonelbss, independent regressions
of the CARs are again less powerful and producttyi different parameter estimates.

Remarkably, the outcome equations in Panel B sihaitvthe CARs are better explained by
the firm characteristics than the features of ttippsals announced. Nonetheless, we confirm the
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univariate findings of Table 4 that the most pesitstock price effects are induced by proposals
that are takeover-related or sponsored by publisipe funds. In Model 5, the CARs generated
by takeover-related proposals are 0.57% higher tihase pertaining to the miscellaneous
proposals represented by the intercept. At the dames the CARs are higher by as much as
1.09% if the proposal sponsor is a public pensiordfrather than an individual. The regressions
show only marginal evidence that the CARs are lovére firm has previously been targeted.
However, the CARs are related negatively rathen thasitively to the number of proposals
included in the proxy. This may be because multglbmissions achieve only marginally better
voting results, and may convey a particularly sgraegative signal of governance concerns.

Of the firm characteristics, the size of the targledws a strong positive relation with the
stock price effects, which confirms that the peredicontrol benefits of proxy proposals are
greatest in large, prominent firms. The results alsnfirm that the CARs decrease in the market
performance of the target’s stock and increasésiturnover. In the sample selection framework
there is no evidence that the market observesdhragsshareholders, despite the findings to the
contrary of Gillan and Starks (2000) and Borokhbayi8runarski, Harman, and Parrino (2006).

The model statistics reveal that the stock pri¢ece$ are most fundamentally driven by the
target’'s governance quality, even as the propgsahsors tend to target firms with generally
poor governance structures. The CARs are mosttsenso the target’s use of antitakeover
devices. The Entrenchment Index is significanthat 1% level across all specifications, with
Model 5 showing that irrespective of the propodajective, the CARs increase by 0.24% for
every antitakeover provision the target has in qlaEhere is also evidence that the CARs
decrease in the proportion of stock-based pay i© €C&Bmpensation, in line with the perceived
incentive implications of pay-performance sendiivi

Overall, these results confirm that shareholddrat@d proxy proposals have a more
meaningful role in corporate governance than has Ipeeviously assumed in the literature. On
one hand, there is evidence that the sponsoringlsblaers are valuable monitoring agents, to
the extent that they target underperforming firmthwoor governance. On the other, proposal
submissions are clearly attributed nontrivial cohtrenefits by both the market and the voting
shareholders, especially when the disciplinary ctfief the market for corporate control is

effectively blocked.
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5. Conclusion

This paper has contributed to the academic debatevizether shareholder-initiated proxy
proposals are a useful and relevant agency codgwvice. Previous research has shown that
proposals winning a majority vote are likely to ingplemented, because the target firm and its
board of directors risk suffering reputational déaa otherwise. However, it has been heavily
debated whether activists use proxy proposalsdaipline firms or to simply advance their self-
serving agendas, and whether proposal submissiensfiective at all in addressing corporate
governance concerns.

Using the largest sample yet examined as well tensive controls for governance quality,
we have made important contributions to the litmmat We have shown that claims of agenda-
seeking by the proposal sponsors are likely toXaggerated, because they tend to target firms
that underperform, are underlevered, and have gkygroor governance structures. Moreover,
proposal announcements in the proxy statements asiive stock price effects, and both the
market and the voting shareholders respond as toutie target firm’s governance quality as to
the proposal’s objective and sponsoring sharehokieally, we have addressed the endogeneity
of target selection and proposal success for thetfine, using Heckman (1979) sample selection
models.

Overall, we conclude that shareholder proposalsildhioe regarded as a useful governance
mechanism and the proposal sponsors as valuablgamiog agents, especially when the market
for corporate control can no longer exert discipli@ur empirical results complement Harris and
Raviv’'s (2008) recent theoretical finding that imfs where agency concerns are exacerbated, it
is optimal that shareholders exercise control aegporate decisions. At the same time, they lend
support to Bebchuk’'s (2005) advocacy of sharehofmBaticipation, against the argument of
Bainbridge (2006) and other legal scholars thatedi@der proposals disrupt the decision-
making authority of the board of directors and stidae restricted by the SEC. Whether and how
this translates into long-term improvements in aprg and market performance is left for future

research.

23



References

Akyol, A. C., and C. A. Carroll, 2006, Removing pon pills: A case of shareholder activism,
University of Alabama at Tuscaloosa Working Paper.

Almazan, A., J. C. Hartzell, and L. T. Starks, 2086tive institutional shareholders and costs of
monitoring: Evidence from executive compensatiimancial Management 34, 5-34.

Amemiya, T., 1984, Tobit models: A survedpurnal of Econometrics 24, 3-61.

Bainbridge, S. M., 2006, Director primacy and shatder disempowermentiarvard Law
Review 119, 1735-1758.

Bebchuk, L. A., 2005, The case for increasing diader powerHarvard Law Review 118,
835-914.

Bebchuk, L. A., A. Cohen, and A. Ferrell, 2009, Whmatters in corporate governancBeyiew
of Financial Studies 22: 783-827.

Bebchuk, L. A., and J. M. Fried, 2003, Executivenpensation as an agency probldouyrnal of
Economic Perspectives 17, 71-92.

Becht, M., J. Franks, C. Mayer, and S. Rossi, 26889urns to shareholder activism: Evidence
from a clinical study of the Hermes U.K. Focus FuRdview of Financial Studies,
forthcoming.

Bhagat, S., 1983, The effect of pre-emptive righeadments on shareholder wealiyrnal of
Financial Economics 12, 289-310.

Bhagat, S., and J. A. Brickley, 1984, Cumulativeingt The value of minority shareholder
voting rights,Journal of Law and Economics 27, 339-365.

Bizjak, J. M., and C. J. Marquette, 1998, Are shalder proposals all bark and no bite?
Evidence from shareholder resolutions to rescindguo pills, Journal of Financial and
Quantitative Analysis 33, 499-521.

Black, B. S., 1998. Shareholder activism and catoigovernance in the United States. In:
Newman, Peter (ed.), The New Palgrave Dictionarizadnomics and the Law, 459-465.
New York: Palgrave Macmillan.

Boehmer, E., J. Masumeci, and A. B. Poulsen, 1B9&nt-study methodology under conditions
of event-induced variancdournal of Financial Economics 30, 253-272.

Borokhovich, K. A, K. Brunarski, Y. S. Harman, arRl Parrino, 2006, Variation in the
monitoring incentives of outside stockholdelayrnal of Law and Economics 49, 651-680.

Bradley, M. H., A. Brav, |. Goldstein, and W. Jiar&09, Activist arbitrage: A study of open-
ending attempts of closed-end fundsyrnal of Financial Economics, forthcoming.

Brav, A.,, W. Jiang, F. Partnoy, and R. S. Thoma082 Hedge fund activism, corporate
governance, and firm performandeurnal of Finance, 63, 1729-1775.

Brickley, J. A., 1986, Interpreting common stocturas around proxy statement disclosures and
annual shareholder meetingsurnal of Financial and Quantitative Analysis 21, 343-349.

Brickley, J. A., R. C. Lease, and C. Smith Jr., 898®wnership structure and voting on
antitakeover amendmentigurnal of Financial Economics 20, 267-291.

Carleton, W. T., J. M. Nelson, and M. S. Weisbat898, The influence of institutions on
corporate governance through private negotiatiBngience from TIAA-CREFJournal of
Finance 53, 1335-1362.

Chen, X., J. Harford, and K. Li, 2007, Monitoringvhich institutions matterJournal of
Financial Economics 86, 279-305.

Choi, S. J., 2000, Proxy issue proposals: Impath®fl992 SEC proxy reformdgurnal of Law,
Economics and Organization 16, 233-268.

24



Cornett, M. M., A. J. Marcus, A. Saunders, and dhfanian, 2007, The impact of institutional
ownership on corporate operating performadoarnal of Banking and Finance 31, 1771-
1794.

Cowan, A. R., 1992, Nonparametric event study td¢siew of Quantitative Finance and
Accounting 2, 343-358.

Cremers, K. J. M., and R. Romano, 2007, Institiionvestors and proxy voting: The impact of
the 2003 mutual fund voting disclosure regulatie@Gl Law Working Paper 83.

Cremers, K. J. M., V. B. Nair, and K. John, 2009k&overs and the cross-section of returns,
Review of Financial Studies 22: 1409-45.

Davis, G. F., and E. H. Kim, 2007, Business tied proxy voting by mutual fundsipurnal of
Financial Economics 85, 552-570.

Del Guercio, D., and J. Hawkins, 1999, The motmaatand impact of pension fund activism,
Journal of Financial Economics 52, 293-340.

Del Guercio, D., L. Seery, and T. Woidtke, 2008, bmards pay attention when institutional
investor activists 'just vote noRurnal of Financial Economics 90, 84-103.

Dlugosz, J., R. Fahlenbrach, P. A. Gompers, andMAtrick, 2006, Large blocks of stock:
Prevalence, size, and measuremdmitnal of Corporate Finance 12, 594-618.

English, P. C. II., T. I. Smythe, and C. R. McN&004, The "CalPERS effect" revisitelburnal
of Corporate Finance 10, 157-174.

Ertimur, Y., F. Ferri, and S. R. Stubben, 2008, iflaa directors' responsiveness to shareholders:
Evidence from shareholder proposals, Harvard Bagsi&ehool Working Paper.

Fama, E. F., and K. R. French, 2001, Disappearingehds: Changing firm characteristics or
lower propensity to payZournal of Financial Economics 60, 3-43.

Fama, E. F., and M. C. Jensen, 1983, Separatiawnérship and controlournal of Law and
Economics 26, 301-325.

Gillan, S. L., and L. T. Starks, 2000, Corporateegaance proposals and shareholder activism:
The role of institutional investorgpurnal of Financial Economics 57, 275-305.

Gillan, S. L., and L. T. Starks, 2007, The evolataf shareholder activism in the United States,
Journal of Applied Corporate Finance 19, 55-73.

Gompers, P. A., J. L. Ishii, and A. Metrick, 2003prporate governance and equity prices,
Quarterly Journal of Economics 118, 107-155.

Gordon, L. A., and J. Pound, 1993, Information, ewghip structure, and shareholder voting:
Evidence from shareholder-sponsored corporate gamee proposalgournal of Finance
48, 697-718.

Greenwood, R., and M. Schor, 2009, Investor activend takeoversJournal of Financial
Economics, forthcoming.

Harris, M., and A. Raviv, 2008, Control of corp@atecisions: Shareholders vs. management,
CRSP Working Paper 620.

Heckman, J. J., 1979, Sample selection bias asdfisation errorEconometrica 47, 153-161.

Jensen, M. C., 1986, Agency costs of free cash, ftmrporate finance, and takeovekajerican
Economic Review 76, 323-329.

Jensen, M. C., 1993, The modern industrial revoiytexit, and the failure of internal control
systemsJournal of Finance 48, 831-880.

Jensen, M. C., and K. J. Murphy, 1990, Performapag and top-management incentives,
Journal of Political Economy 98, 225-264.

Karpoff, J. M., P. H. Malatesta, and R. A. Walkljd®96, Corporate governance and shareholder
initiatives: Empirical evidenceournal of Financial Economics 42, 365-395.

25



Klein, A., and E. Zur, 2009, Entrepreneurial shatdar activism: Hedge funds and other private
investorsJournal of Finance 64: 187-229.

Lipton, M., 2002, Pills, polls, and professors reduniversity of Chicago Law Review 69, 1037-
1065.

Martin, K. J., and R. S. Thomas, 1999, The effekctslbareholder proposals on executive
compensationJniversity of Cincinnati Law Review 67, 1021-1081.

Nelson, J. M., 2006, The "CalPERS effect" revisigaghin,Journal of Corporate Finance 12,
187-213.

Parrino, R., R. W. Sias, and L. T. Starks, 2003tingpwith their feet: Institutional ownership
changes around forced CEO turnouleyrnal of Financial Economics 68, 3-46.

Pound, J., 1988, Proxy contests and the efficiefighareholder oversighlpurnal of Financial
Economics 20, 237-265.

Prevost, A. K., and R. P. Rao, 2000, Of what valeesshareholder proposals sponsored by public
pension funds3ournal of Business 73, 177-204.

Prevost, A. K., R. P. Rao, and M. A. Williams, 20Q@&bor unions as shareholder activists:
Champions or detractors?, Ohio University Workiragpér.

Romano, R., 2001, Less is more: Making shareholdivism a valuable mechanism of
corporate governanc¥ale Journal of Regulation 18, 174-252.

Rothberg, B. G., and S. B. Lilien, 2005, Mutual duoroxy votes, City University of New York
Working Paper.

Schwab, S. J., and R. S. Thomas, 1998, Realigrorgpcate governance: Shareholder activism
by labor unionsMichigan Law Review 96, 1018-1094.

Smith, M. P., 1996, Shareholder activism by instiwal investors: Evidence from CalPERS,
Journal of Finance 51, 227-252.

Stout, L. A., 2007, The mythical benefits of shaleler control,Virginia Law Review 93, 789-
809.

Strickland, D., K. W. Wiles, and M. Zenner, 1996 y&quiem for the USA: Is small shareholder
monitoring effective’dournal of Financial Economics 40, 319-338.

Strine, L. E. Jr., 2006, Towards a true corporafaublic: A traditionalist response to Lucian's
solution for improving corporate Americdarvard Law Review 119, 1759-1783.

Thomas, R. S., and J. F. Cotter, 2007, Sharehpldgosals in the new millennium: Shareholder
support, board response, and market reacimmnal of Corporate Finance 13, 368-391.

Wahal, S., 1996, Pension fund activism and firmfqemance, Journal of Financial and
Quantitative Analysis 31, 1-23.

White, H., 1980, A heteroskedasticity-consistentac@nce matrix estimator and a direct test for
heteroskedasticitygconometrica 48, 817-838.

Woidtke, T., 2002, Agents watching agents? Eviddingm pension fund ownership and firm
value,Journal of Financial Economics 63, 99-131.

Wu, Y., 2004, The impact of public opinion on boasttucture changes, director career
progression, and CEO turnover: Evidence from CalPEfrporate governance program,
Journal of Corporate Finance 10, 199-227.

Yermack, D., 1996, Higher market valuation of comipa with a small board of directors,
Journal of Financial Economics 40, 185-211.

26



Table 1. Shareholder proposals by sponsor type and year of submission

Year

N 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Union pension funds 926 49 36 44 55 42 60 81 2158 17166
UBCJA 159 8 2 3 - 1 2 13 36 44 50
Teamsters 120 12 12 9 7 6 27 14 18 6 9
Longview 91 7 5 5 6 112 10 11 16 10 10
Sheet Metal Workers 74 - - - - 1 - 2 23 21 27
Plumbers and Pipefitters 70 - - - 6 - 1 7 25 24 7
AFL-CIO 67 - - 1 4 3 3 3 18 15 20
IBEW 67 1 3 3 7 4 6 8 20 8 7
Laborers 65 4 - 2 4 - 3 10 20 14 8
AFSCME 51 - - - - 5 5 5 13 13 10

Public pension funds 136 13 8 18 15 12 10 21 12 1116
New York City 84 10 6 10 8 7 7 11 7 7 11
CalPERS 19 - 1 4 2 3 2 2 - 2 3
TIAA-CREF 16 1 1 2 3 2 1 3 2 1 -
Connecticut 10 - - - - - - 4 3 1 2

Investment funds 62 2 5 3 7 16 6 4 5 7 7
GAMCO Investors 17 - - 1 - 2 2 3 4 3 2
Jewelcor Management 9 - - - 2 5 2 - - - -
Greenway Partners 6 1 3 1 - 1 - - - -

Coordinated investors 197 48 35 24 16 16 18 7 2 92 2
IRAA 174 47 34 22 14 14 14 2 - 7 20
BellTel Retirees 20 - - 2 2 2 4 5 2 2 1

Socially responsible/religious investors 121 5 11 816 15 7 7 17 10 25
ICCR 61 5 11 7 8 8 2 1 3 6 10
Catholic Funds 13 - - - - - - 2 - 11
UFE/Responsible Wealth 13 - - - 8 - 1 2 2 - -

Individuals 1350 88 130 121 132 116 124 140 194 177 128
Evelyn Y. Davis 301 21 3B 38 32 29 33 29 32 28 24
Chevedden family 150 2 4 7 11 13 16 17 30 27 23
Rossi family 134 3 3 3 4 4 6 27 44 28 12
Gilbert family 96 22 23 24 11 6 5 5 - - -
Gerald R. Armstrong 44 1 4 5 5 4 4 3 7 5 6
Morse family 34 6 3 - 5 4 1 3 - 12 -
Prominent individuals 20 - - - - 1 3 2 8 2 4

Total proposals 2792205 225 218 241 217 225 260 445 392 364

Abbreviations: UBCJA — United Brotherhood of Carfgga and Joiners of America; AFL-CIO — American
Federation of Labor and Congress of Industrial @izgtions; IBEW — International Brotherhood of Eheal
Workers; AFSCME — American Federation of State, i@puand Municipal Employees; CalPERS — California
Public Employees’ Retirement System; TIAA-CREF —adlers Insurance and Annuity Association - College
Retirement Equities Fund; IRAA — Investor RightssAsiation of America; ICCR — Interfaith Center oor@orate
Responsibility; UFE — United for a Fair Economy.



Table 2: Shareholder proposals by issue addressed and year of submission

Yeal N 199¢ 1997 199¢ 199¢ 200( 2001 200z 200= 2004 200k
Antitakeover issue 981 83 59 66 96 89 91 11¢ 15¢ 12C 99
Repeal classified bozs 44C 55 35 44 57 48 43 40 46 34 38
Redeem or vote on poison | 31z 13 18 12 24 25 20 48 82 49 21
Remove golden parachu 12¢ 11 4 4 9 6 12 18 17 26 22
Eliminate/reduce supermaijority provis 66 1 - 2 3 7 12 10 9 7 15
Restore right to special meetina/written con 9 - - 3 1 1 1 - 2 - 1
Reincorporate in a different st 10 1 1 - 1 - - 2 2 3 -
Remove all antitakeover provisic 6 - - - 1 2 3 - - - -
Prohibit targeted share placenr 4 1 1 1 - - - - - - 1
Opt out of state takeover stat 3 - - - - - 1 1 -
Adopt anticeenmail provisio 1 - - - - - - - - - 1
Repeal fair price provisic 1 1 - - - - - - - - -
Board issue 49 56 58 43 43 38 44 47 62 59 45
Independent board chairrr 10z 1 3 6 3 2 4 2 27 31 23
Increase board independe 73 4 9 7 11 8 5 11 6 9 3
Incresse key committee independe 52 5 5 7 4 4 6 13 3 2 3
Independent lead direc 6 - 1 1 2 1 - - - 1 -
Director tenure/retirement a 47 3 7 5 4 3 5 5 6 6 3
Limit number of directorshit 8 2 - - 1 2 - - - 1 2
Director liability 5 2 1 - - - - - - - 2
Double board nomine 46 - - - 2 5 16 8 10 4 1
Eaqual access to the prc 7 - 1 1 - 1 1 - - 1 2
Eliminate advance notice requirem 2 - - - - - - 1 1 - -
Create key committe 11 2 1 4 2 - - 1 - 1 -
Board inclusivene: 44 4 5 4 6 5 5 4 6 2 3
Board siz 2 - - - - - 1 - 1 - -
Board attendan 2 1 1 - - - - - - - -
Union/emplovee representat 8 1 2 1 3 - - 1 - - -
Director ownershi 10 2 4 - 1 3 - - - - -
Pay directors in stot 31 11 11 3 - 2 1 1 - - 2
Restrict director compensati 11 2 2 1 2 - - - 2 1 1
Restrict director pensio 28 16 5 3 2 2 - - - - -
Voting issue 354 31 38 46 36 27 25 25 17 32 77
Adopt cumulative votin 221 21 31 37 26 20 17 17 17 19 16
Adopt majority vote to elect directc 69 - 1 - - - - - - 11 57
Adopt confidential votin 45 8 3 6 5 5 7 5 - 1 3
Allow vote against directo 5 - - 1 1 - - 3 - - -
No discretionary votin 9 2 3 - 4 - - - - - -
Counting shareholder voi 7 - - 2 - 2 1 - - 1 1
Executive compensation iss! 60€ 22 33 26 39 22 29 26 17C 137 104
Implement comensation pla 27 - - - - - - - - 25 2
Approval of deferred compensation ¢ 15 - - - - - - - 5 7 3
Approve compensatic 7 1 1 1 - - - 1 2 - 1
Restrict compensatit 78 4 6 7 13 4 1 2 7 6 28
Abolish/suspend stock options/stock ar: 64 6 4 - 7 5 3 4 10 18 7
Performanc-based stock options/stock are 96 1 - - 4 1 8 4 56 3 19
Performance/tim-based restricted sha 44 - - - - - - - - 25 19
Link pay to performanc 29 3 4 4 2 1 6 1 2 4 2
Link pay to dividend 11 2 5 2 2 - - - - - -
Link pay to socil criterizs 17 - 1 - 2 3 4 4 1 1 1
Disclose compensati 45 5 8 9 6 4 2 2 3 3 3
Review/report on executive compensa 24 - 4 1 1 2 2 - 10 1 3
Expense stock optio 115 - - - - - - 2 68 34 11
Reauire option shares to be 16 - - - - 1 - - 2 9 4
No repricina of underwater stock optic 7 - - 2 2 1 1 1 - - -
Pension fund surpli 13 - - - - - 2 5 4 1 1
Study sale of compa 11€ 5 17 19 17 26 18 1 2 5 6
Audit issue 70 1 1 1 1 1 1 25 16 16 7
Routine issue 35 2 6 10 3 6 3 2 2 -
Othel 13¢ 8 13 8 6 13 11 15 17 22 26
Total proposal 2792z 205 22t 21& 241 217 22t 26C 44t 39z 364




Table 3: Percentage of votes FOR shareholder proposals by issue addressed, year of submission, and sponsor type

Antitakeovel
issues

Board
issues

Voting
issues

Executive
compensatio
issues

Mean (N) Mean (N) Mean (N) Mean (N) Mean (N) Mean (N) Mean (N) Mean (N) Mean (N)

Study sale
of company

Audit
issues

Routine
issues

Other Total

Total

Panel A: Issue addressed and year of submission

1996 424 (81) 20.2 (53) 24.8 (29) 12.0 (20) 14.3) (108 (1) 52 (20 142 (5 28.7 (196)
1997 455 (59) 136 (57) 259 (35) 10.8 (33) 19.27)( 3.8 (1) 6.0 (5) 8.4 (13) 23.6 (220)
1998 472 (66) 19.1 (42) 28.9 (43) 9.1 (23) 10.39)(1186 (1) 5.2 (10) 88 (7) 27.0 (211)

1999 48.0 (93) 20.2 (42) 279 (34) 10.8 (37) 12.37)( 233 (1) 38 (3) 59 (6) 29.8 (233
2000 51.2 (88) 209 (37) 31.7 (26) 10.6 (21) 18.84)( 209 (1) 42 (1) 9.7 (12) 329 (210)
2001 50.6 (91) 13.8 (44) 348 (24) 153 (29) 11.87)( 295 (1) 49 (5 184 (11) 31.3 (222)
2002 54.9 (118)18.6 (47) 355 (24) 184 (25) 138 (1) 254 (2448 (3) 114 (14) 36.9 (256)
2003 59.8 (155)21.2 (58) 33.1 (17) 28.7 (162)3.2 (2) 144 (16) 3.8 (1) 183 (17) 38.0 (428)
2004 60.0 (120)23.1 (59) 26.3 (32) 23.8 (13704 (5 24.2 (16)114 (2) 141 (21) 34.4 (392)
2005 61.2 (98) 22.6 (45) 427 (77) 299 (1085 () 231 (7) 14.7 (22) 37.1 (358)
Panel B: Issue addressed and sponsor type

Union pension funds 51.6 (28621.7 (141) 38.0 (93) 28.7 (309)12.3 (1) 22.6 (57) 12.3 (27) 34.8 (914)
Public pension funds 57.6 (63) 31.1 (38) 33.1 (168p.6 (12) 19.7 (10) 43.0 (133)
Investment funds 547 (26) 249 (5) 253 (1) 55 ) (29.1 (18 46.8 (4) 41.0 (56)

Coordinated investors 48,5 (79) 20.8 (39) 12.6 (20) 11.7 (56) 28.6 (194)

Socially responsible/religious invest 72.0 (5) 25.7 (10) 435 (2) 9.0 (16) 89 (2) 23.7 (35

Individuals 54.3 (505)14.6 (208) 30.0 (235) 13.9 (200) 10.7 (37) 19.1 (10) 54 (32) 11.5 (81) 32.1(1308

53.4 (969)19.3 (484) 32.3 (341) 21.5 (591) 14.2 (112) 21.7 (69) 5.4

(32) 13.2 (128) 32.9 (2726




Table 4: Cumulative abnormal returnsaround proxy mailing dates

Event Positive:

) N Mean Median . Z test Sign test
window negative
[-1,+1] 1739 0.25 0.02 877:862 2’59 1.65
[-1,0] 1739 0.16 0.00 868:871 166 1.20
[0,+1] 1739 0.16 0.06 883:856 247 1.92
[-2,+2] 1739 0.37 0.01 871:868 2739 1.34
[-1,+5] 1739 0.39 0.07 880:859 171 1.77
[-1,+7] 1739 0.48 0.07 880:859 1.92 1.77

This table shows percent cumulative abnormal retwurrounding the date that the proxy statemertsregiled.
Market model parameters are estimated over theda@(eeriod ending 20 days before the proxy maitiatg, using
the CRSP equal-weighted index. The significancéhefmeans and medians is tested using Boehmer, rivieesu
and Poulsen’s (1991) standardized cross-sectioi@sZand Cowan’s (1992) generalized sign tespemssvely. *,
** and *** denote significance at the 10, 5 and 18gel, respectively.



Table 5: Cumulative abnormal returns by issue addressed, year of submission, and sponsor type

Antitakeover  Board Voting Execut|ve_ Study sale  Audit Routine
. . . compensatio X ; Other Total
ISsues ISsues ISsues issues ofcompany ISsues ISsues
Mean (N) Mean (N) Mean (N) Mean (N) Mean (N) Mean (N) Mean (N) Mean (N) Mean (N)

Total 0.44" (805) 0.30 (414) -0.03 (322) 0.02 (493) 0.59 (115)-0.06 (68) 0.16 (35)-0.35 (51) 0.25~ (1739)
Panel A: Issue addressed and year of submission

1996 0.12 (69)-0.19 (48) 0.23 (29) -0.33 (19) 354 (5) -2.04(1) 025 (2) -0.19(5) -0.28 (130)
1997 0.12 (50) -0.06 (48)-0.91" (37) 0.06 (30) -0.52 (17) -2.34 (1) 0.30 (6) -0.20(13) 0.08 (142)
1998 0.44 (60) -0.11 (36) -0.54 (44) -0.38 (21) -0.32 (18) 1.12 (1) -0.19(10) 1.55 (7) 0.13 (150)
1999 0.76 (82) 0.23 (39) 0.28 (31) 1.18 (37) 2.10 (17) -1.55 (1) -0.52 (3) -0.74 (6) 0.45 (162)
2000 1.69" (76) 3.26" (31) 0.78 (22) 1.38 (20) 0.92 (26) 1.60 (1) 0.50 (1) 2.40(13)2.06" (150)
2001 0.64 (69) -0.68 (38) -0.19 (20) -0.09 (26) -0.28 (18) -0.14 (1) 0.28 (6) -1.48(9) 0.07 (151)
2002 0.07 (91) 0.94 (36) -1.16 (24) -0.87 (25) -1.53 (1) 0.62 (24) 1.31 (3) -0.17(13) 0.05 (163)
2003 -0.02 (132) -0.10 (53) -0.31 (16) -0.89™ (126) -0.34 (2) -0.64 (15) 2.67 (2) -0.80(14) -0.40 (246)
2004 0.24 (95) 0.68 (47) -0.05 (29) 0.55 (112) 1.25 (5) -0.34(16) -2.31 (2) 0.43 (19) 0.40 (237)
2005 0.67° (81) -0.14 (38)0.77" (70) 0.33 (77) 0.97 (6) -0.05 (7) -1.00 (23) 0.16 (197)
Panel B: Issue addressed and sponsor type

Union pension funds 0.35 (267D.04 (135)0.84" (92) -0.09 (266)9.57 (1) 0.04 (55) 0.19 (28) 0.16 (703)
Public pension funds 1.35 (62) 2.37 (37) -0.33 (10) -2.72 (12) 0.65 (11) 1.08" (131)
Investment funds 0.00 (26)0.12 (6) -651 (1) -0.79 (2) 1.66 (19) 0.17 (4) 0.53 (54)
Coordinated investors 0.20 (72)0.06 (38) 0.57 (19) 0.14 (59) 0.34 (141)
Socially responsible/religious invest 2.98 (10) -0.22 (49) 0.99 (2) -0.34 (47) 0.70 (2) -0.75 (6) 0.14 (113)
Individuals 0.29 (427)0.13 (187) -0.31 (225) 0.33 (191) 0.46 (37) -0.68 (11) 0.16 (35)-0.31 (76) 0.06 (945)

This table shows percent cumulative abnormal returrthe days [-1,+1] surrounding the date thatpitoxy statements are mailed. Market model paramete
estimated over the 200-day period ending 20 daj@adé¢he proxy mailing date, using the CRSP equaigied index. The significance of the means itetes
using Boehmer, Musumeci, and Poulsen’s (1991) staliwked cross-sectional Z-test. *, ** and *** depatignificance at the 10, 5 and 1% level, respeltiv



Table 6: Descriptive statistics of target and nontar get firms

Targets Nontargets Differencein Differencein

N Mean Median St. dev. N Mean Median St. dev. means medians
Panel A: Financial, performance and ownership characteristics
Assets ($ millions) 149/ 46,549 10,538 129,968 909¢ 7,252 1,459 28,421 39,298 9,079
Sales ($ millions) 149. 15,773 7,139 14,456 909¢ 3,291 1,208 7,459 12482 5931
Debt-to-equity ratio 149¢ 1.4t 0.91 11.20 909¢ 1.35 0.58  34.82 0.11 0.37""
Market-to-book ratio 149¢ 3.02 2.2¢ 1217  909¢ 4.32 230  79.35 -1.29 -0.01
Prior one-year raw stock return (%) 149¢  14.48 1157  46.17 909¢ 20.56 13.61  72.32 -6.08"" 2047
Prior one-year abnormal stock return (%) 149¢ -17.75 -18.80  46.24 909¢ -11.22 -16.51  71.59 -6.54"" 229"
Prior one-year stock turnover 149¢ 1.37 1.04 1.17  909¢ 1.73 1.17 1.77 -0.377" -0.13™
Institutional ownership (%) 149¢  62.72 63.23 1654 909¢ 63.88 65.01  20.90 -1.16” -1.787
Institutional ownership - pressure sensitive (%)149¢  13.56  12.95 59¢ 909¢ 11.48 10.39 6.4¢ 2.08" 256"
Institutional ownership - pressure insensitive (%94  49.16  48.86 1598 909¢ 52.40 52.61  20.08 -3.247 3757
Panel B: Governance characteristics
Governance Index (max=24) 149¢ 9.91 10 2.4¢  909¢ 9.40 9 2.67 0.51™" 1
Entrenchment Index (max=6) 149¢ 2.3¢ 2 1.31 909¢ 2.30 2 1.27 0.04 0
Board size 149, 11.31 11 3.01  909¢ 9.55 9 2.90 176" 27
Executive directors (%) 149¢ 16.28 13.33  9.1C 909¢ 20.44 16.67 11.15 -4.16™" -3.337
Average age of nonexecutive directors 149¢  59.93 60 2.9¢ 909  59.09 59.33 3.81 0.83™ 067"
Separate chair and CEO (binary) 149¢ 0.12 0 0.3z 909¢ 0.21 0 0.41 -0.10™ 0"
CEO ownership (%) 149¢ 1.1¢ 0.1z 43¢  909¢ 2.45 3.5¢ 5.9¢ -1.27" -3.46"
Stock-based to total CEO compensation (%) 149/  45.03  48.02  28.26 909¢ 42.18 43.45  28.67 285" 457"
CEO compensation excluding option grants 149/ 8,658 3,302 26,670 909 4,117 1,620 10,307 4541 1,682
Abnormal CEO compensation 149¢  -0.0¢  -0.2C 0.9  909¢ 0.01 -0.11 1.04 -0.10™ -0.09""
Dollar sensitivity of CEO option holdings 149¢ 6.5€ 3.1¢ 10.66 909  10.73 7.05  12.38 -4.17" -3.86"

This table compares the characteristics of firnat #ire targeted and firms that are not targetedhayeholder proposals in a given year. The vaigaate
described in Appendix A. The difference in meabsst-assumes unequal variances when the test af egpiances is rejected at the 10% level. Theifsagimce
of the difference in medians is based on Wilcoxamksum tests. *, ** and *** denote significancetlae¢ 10%, 5% and 1% level, respectively.



Table 7: Sample sdlection models explaining proposal probability and voting results

Model 1
Coefficien T-stat

Model 2

Coefficien T-stat

Model 3

Coefficien T-stat

Model 4
Coefficien T-stat

Model 5
Coefficien T-stat

Panel A: Selection equations

Intercept -7.053 -15.04 -6.574" -4.6¢€ -6.607" -4.6¢ -5.372" -3.32 -6.765"  -4.7¢
Log of assets 0.380 20.13 0.402" 23.62 0.401" 23.61 0.394" 22.42 0.400° 23.80
Debt-to-equity -0.006 -2.6¢ -0.031" -2.9¢ -0.032" -3.12 -0.034" -3.16 -0.031" -3.0€
Market-to-book 0.001  0.51 0.007" 2.6% 0.007° 2.31 0.005  1.03 0.007  2.3¢
Prior one-year abnormal stock return -0.123 -1.1C -0.2472°  -2.01 -0.261°  -2.27 -0.256° -1.98 -0.248 -2.1¢
Prior one-year stock turnover 0.038 0.87 -0.007  -0.0¢ -0.025 -0.3C -0.026  -0.29 -0.022 -0.27
Institutional ownership — pressure sensitive 0.396 0.4¢ 1.336 1.3¢ 1.543 1.6t 0.937 0.85 1.504 1.64
Institutional ownership — pressure insensitive.493 0.9C 0.558 0.72 0.427 0.57 1.004 1.94 0.436 0.5¢
Entrenchment index 0.077 1.37 0.071 1.2¢ -0.020 -0.33 0.058 0.97
Board size -0.155 -1.1¢€ -0.154  -1.1¢ -0.093 -0.78 -0.134  -1.0¢
Board size squared 0.001 0.1¢ 0.001  0.22 -0.001 -0.27 0.000  0.0f
Executive directors -0.087 -0.0¢ -0.117 -0.1Z -0.828 -0.91 -0.111 -0.1Z
Average age of nonexecutive directors 0.006 0.34 0.006 0.3¢ -0.015 -0.70 0.008 0.4t
Separate chair and CEO 0.228 1.0¢ 0.211  1.0C 0.184  0.86 0.229  1.0¢
CEO ownership -2.900 -2.97 -2.905" -3.01 -3.003" -3.02 -2.860° -2.92
Stock-based to total CEO compensation -0.1070.4C -0.080 -0.2¢ -0.160 -0.65 -0.127 -0.4¢
Abnormal CEO compensation -0.012 0.2 -0.010 0.1¢ -0.004 -0.07 -0.017 0.3z
Dollar sensitivity of CEO option holdings 0.022 4.3¢ 0.023" 4.2¢ 0.022" 3.97 0.023" 4.2¢




Table 7. Sample selection models explaining proposal probability and voting results (continued)

Model 1

CoefficienT-stat

Model 2

CoefficienT-stat

Model 3
CoefficienT-stat

Model 4

CoefficienT-stat

Model 5

CoefficienT-sta

Panel B: Outcome equations

Intercep 3.73¢  1.9C 5.14¢  2.5¢ 26.17¢ "  3.41 67.76° 4.57 28.42¢ 257
Times submitte 0.667  2.5¢ 0.587 2.24 0.88C° 3.3¢ 0.86C° 3.3¢
Number of proposals in pro -0.003 -0.01 -0.132  -0.4C 0.267 1.1C 0.417 1.6€
Proposa- Antitakeove 39.82¢" 23.2¢ 40.40¢" 23.61 39.507" 22.31 39.01¢" 21.6¢
Proposal - Board 7.284 4.47 7.3177  4.41 8.0407 4.7¢ 8.008" 4.61
Proposal - Voting 19.789 10.90 20.117 10.95 19.937 10.88 19.957" 10.71
Proposal - Compensation 6.162 3.69 6.216° 3.67 6.844" 3.8¢ 6.616 3.7t
Proposal - Sale of company 3.303 1.5¢ 3.964 1.84 2.342 1.07 2.087 0.9¢
Proposal - Audit 4.878 2.0C 4729 1.9z 4775 1.9z 4569 1.8¢
Proposal - Routine -2.376 -1.37 -2.382  -1.3C -1.424 -0.7¢€ -1.577 -0.8t
Sponsor Union pension fur 3.88¢ 3.8 3.99¢€° 3.97 2.9317 3.07 2.57€ 2.6¢
Sponsor - Public pension fund 9.044 4.67 9.601" 4.9z 6.666  3.5¢ 6.336° 3.3¢
Sponsor - Investment fund 10.196 2.2¢ 11.7777  2.6¢ 10411 257 10.207  2.5¢
Sponsor - Coordinated investors 0.3520.2¢ 1.260 0.94 -0.400 -0.31 -0.605 -0.47
Sponsor - Socially responsible/religious -0.986-0.6¢ -0.836 0.5¢ -1.027 -0.6t -1.209 -0.74
Log of assef -1.095 -3.5¢ -2.35€ -4.4¢€ -0.75¢  -2.0¢
Debt-to-equity -0.023 0:5¢ -0.066 -2.32 -0.029 -0.7C
Market-to-book 0.027 1.1¢ 0.087 1.9C 0.029 1.2¢
Prior one-year abnormal stock return -0.0030.0C -0.322 -0.27 -0.121 -0.14
Prior one-year stock turnover 1.298 2.6 1.154 1.7C 1.130° 2.2°
Institutional ownership — pressure sensitive -8.828 -1.04 25.177  1.6¢ -6.254 -0.8(
Institutional ownership — pressure insensitive 12.564" 3.7C 19.405° 3.8: 11.102" 3.3:
Entrenchment inde 2.9577 B.7¢ 0.90¢"  2.5¢
Board size -0.014 -0.02 -1.108" -2.17
Board size squared 0.002 0.0¢ 0.037° 2.17
Executive directors -1.234 0.2C 1.403 0.31
Average age of nonexecutive directors 0.033 -0.1¢ -0.078 0.5C
Separate chair and CEO -377042.1°F -0.572 0.4
CEO ownership -7.653 .60 -2.925  0.27
Stock-based to total CEO compensation 776 0.9t 1.805 1.2¢
Abnormal CEO compensation -0.590 1.0¢ 0.281 0.71
Dollar sensitivity of CEO option holdings -0.082 1.31 0.026 0.51




Table 7. Sample selection models explaining proposal probability and voting results (continued)

Model 1 Model 2 Model 3 Model 4 Model 5
Number of observations 11485 11485 11485 11485 11485
Number of uncensored observations 2338 2338 2338 2338 2338
Number of proposals 1960 1960 1960 1960 1960
Year dummies Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes
Wald y? 2206.1" 243417 2735.8" 362.3" 3007.5"
Log-likelihood 918.8 953.1 1027.9 166.5 1039.4
p 0.711" -0.288 -0.380° -0.859" -0.332"

In the selection equations of Panel A, the dependariable is a dummy equal to one if a sharehofeposal has been submitted and zero otherwistneln
outcome equations of Panel B, the dependent varialthe percentage of votes FOR shareholder patgokhe firm-level independent variables inclugetoth
Panels A and B are described in Appendix A. Thepsal-level independent variables in Panel B arardies equal to one if the variable description baldd
zero otherwise. Log of assets is the natural ldgarof the book value of assets. Wafdests the joint significance of the outcome ardai®n equation pairg:
= 0 tests the independence of the outcome andtiselezquation pairs using a Wajd test. T-statistics in parentheses use standacdsewith White (1980)
correction for heteroskedasticity and adjustectfostering of observations on each firm. *, ** affd denote significance at the 10, 5 and 1% levekpectively.



Table 8. Sample sdlection models explaining proposal probability and cumulative abnormal returns

Model 1 Model 2 Model 3 Model 4 Model 5

Coefficien T-stat CoefficienT-sta CoefficienT-stat CoefficienT-stat CoefficienT-stat
Panel A: Sdlection equations
Intercept -8.838 -11.76 0.037 0.01 -0.002  0.0C -0.169  0.07 -0.144 -0.06
Log of assets 0.548" 12.96 0.598" 16.3¢ 0.595" 16.62 0.597" 16.45 0.597" 16.56
Debt-to-equity -0.004” -3.81 -0.030” -5.0¢ -0.030" -5.1¢ -0.030" -5.3¢ -0.030" -5.3¢
Market-to-book 0.000 0.2t 0.004 1.8: 0.003 1.67 0.003 1.57 0.003  1.5¢
Prior one-year abnormal stock return -0.200° -2.1Z -0.274 -2.1: -0.238  -1.8¢ -0.220 -1.7¢ -0.224  -1.77
Prior one-year stock turnover 0.095" 6.8¢ 0.044 1.22 0.041 1.11 0.045 1.2¢ 0.044 1.2¢
Institutional ownership - pressure sensitive -3.137" 2.9t -1.895  -1.7% -1.904  -1.6¢ -1.784 1.6 -1.815  -1.6F
Institutional ownership - pressure insensitive1 361~  4.07 1.035° 3.61 1.019" 3.67 0.994" 3.7: 0.998" 3.71
Entrenchment index 0.264" 2.7¢ 0.259" 2.71 0.247" 2.6% 0.248" 2.6t
Board size -0.246° -3.31 -0.244" -3.3¢ -0.236" -3.1¢ -0.237" -3.21
Board size squared 0.007" 3.3C 0.007" 3.2¢ 0.007" 3.1z 0.007" 3.1F
Executive directors -0.096  0.1C -0.061  0.0€ 0.007 0.01 0.010 0.01
Average age of nonexecutive directors -0.139" -3.2¢ -0.137" -3.27 -0.134" -3.2¢ -0.135" -3.2¢
Separate chair and CEO 0.102 0.3¢ 0.104  0.3¢ 0.097 0.3¢ 0.098 0.3¢
CEO ownership -1.115  -1.7¢€ -1.061  -1.81 0971 -1.84 -0.979 -1.8¢
Stock-based to total CEO compensation -1.1117 -3.3¢ -1.090" -3.3¢ -1.038" -3.4C -1.041" -3.3¢
Abnormal CEO compensation 0.107 1.64 0.103  1.5€ 0.095 1.3¢ 0.096 1.41

Dollar sensitivity of CEO option holdings 0.022" 5.7¢ 0.0272" 5.8¢ 0.022" 5.8¢ 0.022" 5.87




Table 8 Sample selection models explaining proposal probability and cumulative abnormal returns (continued)

Model 1

CoefficienT-sta

Model 2

CoefficienT-sta

Model 3

CoefficienT-sta

Model 4

CoefficienT-stat

Model 5

CoefficienT-stat

Panel B: Outcome equations

Intercep -0.58¢ -1.5¢ -0.58¢  -1.5Z -5.137 -2.92 -0.02¢  -0.7¢ -3.481  -1.1€
Targeted in previous ye -0.347 -1.4: -0.351 -1.4t -0.397 -1.62 -0.382  -1.57
Number of proposals in pro -0.236  1.37 -0.23¢  -1.37 -0.310 -1.8¢ -0.299 -1.7¢
Proposa- Antitakeove 0.614° 2.0€ 0.615 2.0¢€ 0.675 2.27 0.56F  1.8¢
Proposal - Board 0.500 1.4¢ 0.50C 1.47 0.465  1.37 0.509 1.4¢
Proposal - Voting 0.082 0.2¢ 0.08t  0.27 0.081 0.2¢ 0.161 0.5:
Proposal - Compensation 0.1470.4¢ 0.14¢  0.4¢ 0.104 0.34 0.088 0.2¢
Proposal - Sale of company 0.4070.6€ 0.40¢ 0.6¢€ 0.580 0.9: 0.531 0.84
Proposal - Audit -0.019 0.0 -0.01¢ -0.0¢ 0.028 0.0¢ 0.106 0.2C
Proposal - Routine 0.121 0.21 0.12C 0.21 -0.009 0.0z 0.015 0.0z
Sponsor Union pensin func 0.25¢ 1.1Z 0.25: 1.1z 0.23¢ 1.04 0.23: 1.0Z
Sponsor - Public pension fund 1.0021.7¢ 1.007 1.71 1.119 1.8¢ 1.094 1.82
Sponsor - Investment fund -0.060 0.6¢ -0.047 -0.07 0.131 0.1¢ 0.077 0.11
Sponsor - Coordinated investors 0.0690.1¢ 0.07¢ 0.1¢ 0.197 0.5 0.197 0.51
Sponsor - Socially responsible/religious 0.0150.0z 0.012¢ 0.0z 0.009 0.0z 0.177 0.3¢
Log of assef 0.187 2.3Z 0.17C 1.91 0.2447  2.5¢
Debt-to-equity 0.008 1.6z 0.005 1.2t 0.006 1.31
Market-to-book 0.006 0.97 0.006 1.24 0.006 1.1t
Prior one-year abnormal stock return -0.4561.5¢ -0.483 -1.7C -0.485 -1.6¢
Prior one-year stock turnover 0.252 2.2¢ 0.258" 2.37 0.242" 2.1z
Institutional ownership - pressure sensitive 1.292 0.6€ 1.715 0.9z 1.644 0.8¢
Institutional ownership - pressure insensitive -0.202  0.2¢ -0.194  0.2¢ -0.388 -0.51
Entrenchment inde 0.30¢7 3.91 0.2577 3.17
Board size -0.244 1.3¢ -0.232  -1.2¢
Board size squared 0.010 1.4¢ 0.009 1.31
Executive directors -0.523 0.4t -1.170 -1.0C
Average age of nonexecutive directors 0.021  9.5C -0.029 -0.6€
Separate chair and CEO 0.1080.3¢ 0.088 0.2¢
CEO ownership -2.253 0.91 -2.264  -0.9C
Stock-based to total CEO compensation 0.694 1.6z -0.739  -1.7¢
Abnormal CEO compensation 0.0810.67 0.096 0.8C
Dollar sensitivity of CEO option holdings 0.006 0.4¢ 0.005 0.4<




Table 8 Sample selection models explaining proposal probability and cumulative abnormal returns (continued)

Model 1 Model 2 Model 3 Model 4 Model 5
Number of observations 10551 10551 10551 10551 10551
Number of uncensored observations 1451 1451 1451 1451 1451
Number of firms 1961 1961 1961 1961 1961
Year dummies Yes Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes Yes
Waldy® 41.56" 41.74" 59.94" 71.76" 87.94"
Log-likelihood 2628.7 2637.6 2646.3 2645.7 2654.9
p -0.095 -0.220 -0.170 -0.091 -0.104

In the selection equations of Panel A, the dependarable is a dummy equal to one if a sharehofeposal has been submitted and zero otherwistaeln
outcome equations of Panel B, the dependent variablhe cumulative abnormal return in the daysHt] surrounding the date that the proxy statenient
mailed. Market model parameters are estimated theeP00-day period ending 20 days before the pnoaijing date, using the CRSP equal-weighted indée.
firm-level independent variables included in bodn®ls A and B are described in Appendix A. The psap-level independent variables in Panel B arerdigs
equal to one if the variable description holds @edo otherwise. Log of assets is the natural ltigariof the book value of assets. Wafdtests the joint
significance of the outcome and selection equaiiirs.p = 0 tests the independence of the outcome andtiseleequation pairs using a Wajdtest. T-statistics
use standard errors with White (1980) correctiarhieteroskedasticity and adjusted for clusteringlifervations on each firm. *, ** and *** denotesificance

at the 10, 5 and 1% level, respectively.



Appendix A: Variable descriptions

Variable name

Description and source

Panel A: Financial, performance and owner ship characteristics

Assets ($ millions)
Sales ($ millions)
Debt-to-equity ratio
Market-to-book ratio

Prior one-year raw stock return

The book value of total ass8tsurceCompustat.

The value of total net saleuure: Compustat.

Total debt divided by the bo@htue of equity. Sourc€ompustat.

Market capitalization of equdivided by the book value of equity. SourCempustat.

The dividend-adjusted stock price return in therygato two months before the proxy
mailing date. Source&€RSP.

Prior one-year abnormal stock returnThe dividend-adjusted stock price return minusrétarn on the CRSP equal-weighted

Prior one-year stock turnover
Institutional ownership

Institutional ownership —
pressure sensitive

Institutional ownership —

pressure insensitive

index, in the year up to two months before the pnoiling date. Sourc€RSP.

The total number of shares sold during the yeataupvo months before the proxy
mailing date, divided by the total number of shametstanding. Sourc€RSP.

The number of shares held by institutions, divided the total number of shares
outstanding. Sourc&homson Financial CDA/Spectrum.

The number of shares held by banks and insuranoganies, divided by the total
number of shares outstanding. Soufid@mson Financial CDA/Spectrum.

The number of shares held by private and publicsipenand labor union funds,
investment funds and their managers, independemisiment advisors, and university
endowments, divided by the total number of sharetstanding. SourceThomson
Financial CDA/Spectrum.

Panel B: Governance characteristics

Governance Index (Max=24)
Entrenchment Index (Max=6)

Board size
Executive directors

Average age of nonexecutive
directors

Separate chair and CEO
CEO ownership

Stock-based to total CEO
compensation

CEO compensation excluding
stock option grants ($000s)

Abnormal CEO compensation

Dollar sensitivity of
CEO option holdings

Gompers, Ishii and Mkt2003) index of 24 governance-related charter ayldw
provisions. SourceRiskMetrics.

Bebchuk, Cohen and Ferrell (2009) index of six goaace-related charter and bylaw
provisions. SourceRiskMetrics.

The number of directors on the boamdirettors. SourceRiskMetrics.

The number of directors employed by the firm, déddby total board size. Source:
RiskMetrics.

The average age of directors not employed by the SourceRiskMetrics.

A dummy variable equal to one if the chairman &f board and the CEO are different
persons, and 0 otherwise. SourRiskMetrics.

The number of shares held by the CEO divided bgl tehares outstanding. Source:
ExecuComp.

The value of stock options and restricted stocknigra divided by total CEO
compensation for the individual year. SourerecuComp.

Total CEO compensation for the individual year,luding salary, bonus, restricted
stock, long-term incentive payouts, and other camspBon. SourceExecuComp.

The natural logarithm of the residual from an ahmagression, which regresses the log
of total CEO compensation excluding stock optioangs on the book value of assets and
industry dummies. SourcExecuComp.

The dollar value change in the CEO's total optiotdimgs for a $1,000 change in the
firm’s market value of equity. SourcExecuComp.




Appendix B: Economic effects

Cumulative

Proposal probability ~ Voting results abnormal return

Exp. Economic Exp. Economic Exp. Economic
Sgn effect Sgn effect Sgn effect

Panel A: Proposal characteristics

Times submitted + 0.860

Targeted in previous year - nss
Number of proposals in proxy + 0417 + -0.299
Proposal - Antitakeover + 39.019 + 0.565
Proposal - Board 8.008 nss
Proposal - Voting 19.957 nse
Proposal - Compensation 6.616 nse
Proposal - Sale of company ns¢ nss
Proposal - Audit 4.569 nss
Proposal - Routine nss nss
Sponsor - Union pension fund + 2576+ nse
Sponsor - Public pension fund + 6.336  + 1.094
Sponsor - Investment fund + 10.207 + nss
Sponsor - Coordinated investors nss nss
Sponsor - Socially responsible/religious nss nss
Panel B: Financial, performance and ownership characteristics

Log of assets + 0.592 - -0.758 + 0.244"
Debt-to-equity - -0.030 - nss - nss
Market-to-book nss¢ ns¢ - nss¢
Prior one-year abnormal stock return - 07224 - nse - -0.485
Prior one-year stock turnover + nss + 1.130° + 0.24%
Institutional ownership — pressure sensitive -5.81 nss nss
Institutional ownership — pressure insensitive + 998" + 11.102" + nss
Panel C: Governance characteristics

Entrenchment index + 0.248 + 0.908 + 0.252"
Board size - -0.237" - -1.108 - nss
Board size squared + 0.067 + 0.037" + nss
Executive directors + nss + nss + nss¢
Average age of nonexecutive directors - 07135 - nss - nss
Separate chair and CEO - ns¢ - ns¢ - nss
CEO ownership - -0.979 - nse - nse
Stock-based to total CEO compensation - -17041 - nse - -0.739
Abnormal CEO compensation + nss + nss + nss
Dollar sensitivity of CEO option holdings + 0.022 + nse + nse

This table summarizes the economic effects of mapand firm characteristics on the voting outcoaeshown in
Model 5 of Table 7, and on the probability of prepbsubmissions and the cumulative abnormal retasrghown in
Model 5 of Tables 8. The variables are describefigpendix A. *, ** and *** denote significance ah¢ 10, 5 and
1% level, respectively.
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